SUMMARY Deforestation is a major source of CO2 emissions, accounting for around 17% of total annual anthropogenic carbon release. While the costs estimates of reducing deforestation rates considerably vary depending on model assumptions, it is widely accepted that emissions reductions from avoided deforestation consist of a relatively low cost mitigation option. Halting deforestation is therefore not only a major ecological challenge, but also a great opportunity to cost effectively reduce climate change negative impacts. In this paper we analyze the impact of introducing avoided deforestation credits into the European carbon market in the context of a EU policy aiming to reducing EU CO2 emissions by 20% wrt 1990 in 2020 using a multiregional Computable General Equilibrium model. Taking into account political concerns over a possible "flooding" of REDD credits, various limits to the number of REDD allowances entering the carbon market are considered. Finally, unlike previous studies, we account for both direct and indirect effects occurring on land, crops' and timber markets resulting from lower deforestation rates. We conclude that allowing REDD credits trade is effective in reducing deforestation activities, has only moderate effects on land and timber markets and negligible effects on food prices. Moreover, it notably reduces climate change policy costsapproximately by 80% with unlimited availbility of REDD credits -and may drastically reduce carbon prices. Policy makers may, however, effectively control for this last effect tuning the supplementarity of avoided deforestation credits use. Finally, avoided deforestation has the additional positive effect of reducing carbon leakage of an unilateral European climate change policy. This is good news for the EU, but not necessarily for REDD regions. Indeed we show that REDD revenues are not sufficient to compensate REDD regions for a less leakage-affected and more competitive EU in international markets. In fact, REDD regions would prefer to free ride on the EU unilateral mitigation policy.
However in the present study we use it 
Results

REDD and overall policy implication
The EU unilateral mitigation policy imposes the region a reduction of 866 million tons of CO2 originating a price on the carbon market of 46$/t CO2 ( Thirdly, it depends on the substitution possibility between imported and domestic goods, i.e. Armington elasticities, which can change over time.
Effects on land and timber sectors.
A critical aspect regarding the use of 
Restrictions and incentives to selling REDD credits
In this section we analyse the It is thus confirmed that in our specific exercise indirect effects on competitiveness overcompensate direct REDD revenues from selling credits. Table   A3 . Industries are modelled through a representative firm, minimizing costs while taking prices as given. In turn, output prices are given by average production costs. The production functions are specified via a series of nested CES functions. Domestic and foreign inputs are not perfect substitutes, according to the so-called "Armington"
assumption. The production tree is reported in Figure A1 . A representative consumer in each region receives income, defined as the service value of national primary factors (natural resources, land, labour, capital, see Figure A2 ).
Capital and labour are perfectly mobile domestically but immobile internationally. Land and natural resources, on the other hand, are industry-specific.
This income is used to finance three classes of expenditure: aggregate household consumption, public consumption and savings. The expenditure shares are generally fixed, which amounts to saying that the top-level utility function has a Cobb-Douglas specification.
Public consumption is split in a series of alternative consumption items, again according to a Cobb-Douglas specification. However, almost all expenditure is actually concentrated in one specific industry: Non-market Services.
Private consumption is analogously split in a series of alternative composite Armington aggregates. However, the functional specification used at this level is the Constant Difference in Elasticities form: a non-homothetic function, which is used to account for possible differences in income elasticities for the various consumption goods.
Investment is internationally mobile: savings from all regions are pooled and then investment is allocated so as to achieve equality of expected rates of return to capital.
In this way, savings and investments are equalized at the world, but not at the regional level. Because of accounting identities, any financial imbalance mirrors a trade deficit or surplus in each region. 
